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JAPAN: KEY ECONOMIC INDICATORS 
(value in US$ million unless otherwise indicated) 
(percent change 1s for yen values) 


1986 and PCT 
Change Over 1985 987 


INCOME, PRODUCTION, EMPLOYMENT: 
GNP at Current Prices 1,945,592 2,206, 918A/ 
GNP at Constant 1980 Prices 1,754,752 1,995,184A/ 
Annual Per Capita GNP 

(Current Prices) ($) 15,990 18,119A/ 
Indices: 

Industrial Production (Mfg) 

(1980=100) 121.6 120.6C/ 
Labor Productivity (Mfg) 

(1980=100) 126.6 125. 8G/ 
Industrial Wage (Mfg)(1985=100) , 102.4 80.0C/H 
Labor Force (Mil.) 60.2 59.3D/ 
Unemployment Rate (%) a0 3.2C/ 


MONEY AND PRICES: 
Money Supply (M2 and CD) 

(Average Outstanding) 1,886,661 2,215,938B/ 
Bank of Japan Com. Dis. Rate (%) 

(End of Year/Month) 30 2.5P/ 
Consumer Price Index (1985=#100) 100.6 100.1C/ 
Wholesale Price Index (1980#100) 90.2 86.4C/ 


PAYMENT AND TRADE: 

Gold and Foreign Exchange Reserves 42,239 68,620E/ 
(End of Year/Month) 

Net External Assets (End of Year) 180,351 --- 

Current Balance 85,845 95,901C/ 

Trade Balance 92,827 106,038C/ 


Exports (IMF Basis) 205,591 217,992C/ 
Export Share to U.S., 


Customs Clearance Basis, FOB (%) 36°95 --- 36.1D/ 


Imports (IMF Basis) 112,764 -4.5 111,954C/ 
Import Share from U.S., 


Customs Clearance Basis, CIF (%) 23:0 wee 21.0D/ 


Notes: A/ Jan-Mar, 1987 (SAAR) B/ Jan-Mar, 1987 Average 
C/ Jan-Apr, 1987 Average D/ Jan-May, 1987 Average 
E/ As of end of April, 1987 F/ As of end of May, 1987 
G/ Jan, 1987 H/ does not include contribution from 


traditionally large semi-annual bonus 
payments. 


Dollar figures other than payment and trade figures have all been rounded 
after being converted from yen at the following rates: 1986/Yen 170=$1; 
Jan-Mar 1987/Yen 153=$1 (Avg. interbank rate) 


MAIN IMPORTS PROM U.S.: (Value shown in $ million, CIF, Source: Ministry <:i 
inance 


1986 1987 (Jan-May) 


Poodstuft 3,529 2, 511 
Cnemicals 3,565 1,395 
Aitcraft 1,635 435 


Wood 1,324 657 
Office Machinery 1,240 563 


Soybeans 959 402 
Coal 774 261 


MAIN EXPORTS TO U.S.: (Value shown in $ million, FOB, Source: Ministry of 
inance 


Motor Vehicle, incl. Pass. Cars 25,889 9,965 
Office Machinery 5,747 2,670 
Tape Recorders, incl. VTRs 5,650 1,469 
Scientific & Optical Equipment Zt he 1,462 
Iron & steel products 2,057 879 
Power Generators 1,655 


611 
Metal Working Mach 


1, 3386 447 





Summary 


In 1936, the Japanese economy grew 2.4 percent in real terms, the 
lowest rate of growth since 1974. Japan's current account 
surplus and merchandise trade surplus increased to $85.8 billion 
and to $92.8 billion (IMF basis), respectively, exceeding the 
previous year's record surpluses of $49.2 billion and $56.0 
billion. [In the period September 1985 to May 1987, the yen's 


value relative to the dollar rose from around yen 240/dollar to 
around yen 140/dollar. 


The Government of Japan projected that the positive effects of 
the strong yen (increasing Japan's purchasing power through 
declines in import prices) would more than offset its 
deflationary impact. Thus, the strong yen would contribute to 
both reducing the external imbalance and stimulating domestic 
demand. The strong yen greatly reduced Japan's export income in 
yen. Prices paid by consumers for imported goods have not 
declined significantly, and domestic demand has been insufficient 
to replace lost foreign demand. The J-curve effect and declines 
in import prices of crude oil worked to expand Japan's 
dollar-denominated trade surplus. Japan's trade surplus with the 
United States expanded to $58.6 billion in 1986. 


In September 1985, the Finance Ministers of five major 
industrialized countries agreed to cooperate more closely to 
encourage orderly adjustment of exchange rates of main 
currencies. One objective of the rate adjustment was to 
transform Japan's export-oriented economic structure to one more 
dependent on domestic demand. In order to smooth this economic 
restructuring, Japan is striving for 4 percent annual real GNP 
growth as projected in the Government of Japan's "Outlook and 
Guidelines for the Economy and Society in the 1980s." Achieving 
this projection, while at the same time reducing its trade 
surplus to internationally acceptable levels, requires Japanese 
domestic demand growth of more than 5 percent a year. Despite 
several demand stimulus packages announced by the Japanese 
Government, this goal has not been reached. 
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Current Economic Situation and Trends 


In the years before 1986, the Japanese economy continued to grow 
satisfactorily, with 5.1 percent real growth in 1984 and 4.7 
percent in 1985. Japanese economic growth in these years 
depended heavily upon exports, helped by a weaker yen against the 
dollar. The average yen/dollar rate was 237.5 in 1984 and 238.5 
in 1985, according to IMF statistics. In 1984, net exports (GNP 
basis) expanded 59.2 percent in real terms over the previous 
year, while domestic demand gained 3.8 percent. In 1985, net 
exports increased 29.8 percent, while the growth rate of domestic 
demand remained at 3.8 percent. The percentage share of net 
exports in Japan's nominal GNP has been increasing constantly: 
9.8 percent in 1982, 1.9 percent in 1983, 2.9 percent in 1984, 
and 3.8 percent in 1985. 


In 1986 the situation changed as the foreign exchange adjustment 
since September 1985 started to show its effect. The average 
yen/dollar rate fdr the year rose to 168.5, representing a 41.5 
percent appreciation over 1985. The strong yen increased Japan's 
purchasing power through an improvement in terms of trade. 
Japan's Finance Ministry's trade data show that the nation's 
terms of trade improved 38.1 percent in 1986 over the previous 
year, 


Growth of Japan's domestic demand stayed at 4.0 percent in real 
terms. Private plant and equipment investment, which expanded in 
1985 and 1984 with real annual growth of 12.3 percent and 11.5 
percent respectively, decelerated in 1986 to show only a 6.4 
percent real increase. Private consumption also remained 
Sluggish in the year with 2.7 percent real growth, following 2.6 
percent and 2.7 percent increases in 1985 and 1984. Personal 
consumption diminished in the final quarter of 1986 by 0.7 


percent from the previous quarter, for the first such decline in 
12 years. 


These developments illustrate the Japanese economy's dependence 
on exports. While increasing Japan's overall purchasing power, 
the strong yen has brought about reductions in both the physical 
volume of exports and yen-denominated export income. The 
reduction in physical volume has discouraged Japanese businesses 
from investing in new plants and equipment, since capital 
investment in Japan has recently been closely related to export 
conditions. Meanwhile, the reduction in export income in yen has 
forced Japanese exporters to limit wage increases. Low wage 
increases adversely affected household consumption, leading to 
the 0.7 percent decline in personal consumption in the final 
quarter of 1986. According to a Japanese newspaper survey 
covering 1,512 major businesses, wage increases in the spring 
1987 labor offensive were quite low at 3.5 percent on the average 
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(4.6 percent in 1986). This does not bode well for personal 
consumption in 1987. 


The strong yen has brought about significant foreign exchange 
profits to Japan. A rough estimate is that the strong yen made 
Japan's imports in 1986 cheaper by yen 8.8 trillion ($62.9 
billion at a yen 140/dollar rate). If gains generated by 
declines in world prices of crude oil are added, the savings to 
Japan exceeded yen 10 trillion ($71.4 billion) in 1986 alone. 
Japanese importers and businesses serving the domestic market, 
such as construction, railways, electricity, information, finance 
and many others, have benefited significantly by these factors. 


The benefits of the strong yen have apparently not been passed 
through to Japanese workers and consumers in the form of wage 
hikes and price declines. Company executives have been reluctant 
to increase workers’ wages in proportion to the gain in corporate 
profits, because of uncertain economic prospects for the future. 
In addition, domestic price levels have not reflected declines in 
import prices. In 1986, the Finance Ministry's import price 
index showed a 38.3 percent drop from the previous year's level, 
while the wholesale price index declined 9.3 percent and the 
consumer price index was up, not down, 0.6 percent. Factors 
impeding smooth declines in domestic prices include the 


complicated distribution systems in Japan and the oligopolistic 
structure of many Japanese markets. The bulk of the benefits of 
import price declines are absorbed by multilayered distribution 
channels, with only a small fraction passed through to 
consumers. 


Another obstacle is Japan's import restrictions and price 
controls on agricultural and other products. Due to these 
measures, the price of food in Japan has been kept much higher 
than in other countries. For example, consumer prices of beef 
are three times as high as those in the United States, and rice 
prices are four times higher. According to an estimate of one 
major commercial bank in Japan, an abolition of these measures 
would reduce food costs by yen 120,000 ($800) per household per 
year, translating into a reduction in food costs by yen 4.6 - 4.7 
trillion (around $31 billion) on a national basis. Assuming that 
the costs thus saved were spent on other goods, its effect, the 
estimate finds, would result in more than 1 percent increase in 
Japan's real GNP. 


Employment Situation 


Some years ago services surpassed manufacturing as the largest 
sector in the economy, measured in terms of employment. However, 
the service industries are not yet as highly developed as in the 
United States. That, plus the retention of a large segment of 





the working population in both export-oriented manufacturing and 
protected agriculture, means that the distribution of the 
Japanese work force by sector currently resembles that of 
European nations, such as France, more than it does the United 
States. According to a recent study by the Ministry of Labor, 
the percentage of the work force in the services sector is 
expected to rise to 60 percent by 1990. 


Although nonagricultural employment reached a record 53 million 
in July 1986, by year's end unemployment stood at 2.9 percent, 
which the Ministry of Labor attributed to reduced manufacturing 
activity, coupled with a sudden spurt in voluntary job leaving. 
There appears to be a growing problem of youth unemployment, and 
there are significant differences in the rates of joblessness by 
region. However, the group amongst the unemployed that is the 
greatest cause of official concern is the difficult-to-place 
older worker (55 and over). 


External Balance 


Despite the sharp rise in yen's value relative to the dollar, 
Japan's current and merchandise trade account surpluses in 1986 
grew to $85.8 billion and $92.8 billion (IMF basis), 
respectively, compared to the previous year's already record 
surpluses of $49.2 billion and $56.0 billion. Two major factors 
behind the increase in 1986 were the J-curve effect of the 
exchange rate adjustment and the decline in crude oil prices. 


The J-curve illustrates the effects of a currency devaluation on 
a country's trade balance. In the case of U.S.-Japan trade, when 
the dollar weakens against the yen, the initial result is a rise 
in the value of U.S. imports from Japan and a drop in the value 
of U.S. exports to Japan, which temporarily increases the trade 
deficit. In time, the market will begin to adjust to the new 
prices and trade volumes will shift. Eventually, the trade 
deficit will begin to improve. 


It has been previously thought that the J-curve effect of an 
exchange rate adjustment continues for 6 months to 1 year after 
the exchange rate between two currencies is stabilized. In 
reality, however, the appreciation of the yen since September 
1985 has been a continuous process, with the J-curve effect also 
continuing well into 1987. In 1986, Japan's global exports in 
dollars increased 19.1 percent over 1985 (Japanese customs 
clearance statistics), while exports in yen fell 15.9 percent 
with the export quantity index declining 1.3 percent. Japan's 
global imports in dollars declined 2.4 percent last year, while 
imports in yen plunged 30.7 percent despite a 12.5 percent gain 
in the import quantity index. This wide discrepancy between the 
dollar- and yen-denominated trade developments persisted into the 
first quarter of 1987. 


The 1.3 percent decline in the export quantity index and the 12.5 
percent increase in the import quantity index in 1986 seem small 
given the yen's 41.5 percent appreciation relative to the dollar 
in the same year. Japanese exporters have not significantly 
increased export prices in dollars (15 percent on the average) in 
an attempt to maintain both market share abroad and production 
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levels at home. [Increases in import physical volume have been 
sluggish due to anemic domestic demand, market structure, 
government restrictions on imports and other factors, as 
discussed earlier. 


One bright spot in Japan's trade in 1986 was a 24.5 percent 
increase in manufactured imports (a 13.7 percent rise, when gold 
imports for commemorative coins are excluded), representing a 
positive side of the strong yen. [In the past, there was a strong 
tendency for Japanese manufacturers to use Japanese-made parts 
and semimanufactured goods, even if domestic prices were somewhat 
higher than those of foreign substitutes. The sharp rise in 
yen's value relative to the dollar, however, made prices of 
foreign substitutes much cheaper, encouraging many Japanese 
businesses to use foreign parts and materials for their 

products. The strong yen will make this tendency continue in 
1987 and onward. 


In the long-term capital account, Japan registered a 6131.5 
billion net capital outflow in 1986, more than double the 
previous year's 664.5 billion. Net capital outflow from Japan 
has expanded in recent years: $15.0 billion in 1982, $17.7 
billion in 1983, 649.7 billion in 1984, 664.5 billion in 1985, 


and $131.5 billion in 1986. Japan has been reinvesting its 
massive merchandise trade surplus in foreign securities, real 
estate, and other assets. Japan's net acquisition of foreign 
bonds, mostly dollar denominated, totaled 693 billion last year, 
comparing with $53 billion in 1985 and $27 billion in 1984. 
Meanwhile, the flow of Japan's direct investment abroad (net) 
expanded to $14 billion in 1986 from $6 billion in 1985. 


As a result of these large-scale capital outflows, Japan's net 
investment income, which was only $1.7 billion in 1983, has 
expanding nearly $3 billion a year, and reached 69.5 billion in 
1986. Japan's traditional services trade deficit has been 
shrinking to the extent of the expansion in net investment 
income. Japan's Ministry of Finance does not believe that the 
services trade deficit will go into surplus in the near future, 
saying that the expansion of deficits in other categories, such 
as travel, transportation, and patent royalties, will offset 
increased net investment income. It seems much more likely, 
however, that expansion in net investment income will more than 
offset expansion in deficits in other categories. Japan's net 
external assets reached $129.8 billion at the end of 1985, making 
Japan the largest creditor nation in the world, and showed 
another increase last year to $180.4 billion. 
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Japanese Government Economic Policy 


In 1986, Japan's domestic demand expanded slowly, while its 
merchandise trade surplus continued to grow. A combined result 
of these developments was another increase in Japan's net exports 
as a percentage of the nation's GNP to 4.4 percent in nominal 
terms. 


Since the beginning of 1985, the Government of Japan has adopted 
a series of economic measures designed to increase economic 
growth and correct the external imbalance. As part of the effort 
to stimulate the domestic demand, the Bank of Japan reduced its 
official discount rate five times from 1986 to early 1987 by a 
total of 2.5 percentage points from 5 to 2.5 percent, the lowest 
level in post-war history. The exchange rate adjustment 
projected by the Group of Five (U.S., Japan, U.K., France, and 
West Germany) meeting in September 1985 has proceeded smoothly, 
with the yen rate to the dollar rising to 140 by May 1987. 


Furthermore, on May 29, 1987, the Japanese Government adopted 
"Emergency Economic Measures," which consisted of public-works 
projects of yen 5 trillion ($35.7 billion; yen 140/$) and income 
tax reductions worth yen 1 trillion ($7.1 billion) for a total of 
yen 6 trillion ($42.9 billion). To finance additional 
expenditures, the government is scheduled to issue government 


construction bonds totaling around yen 1.3 trillion. In 
addition, Finance Minister Miyazawa stated at a press conference 
held after the announcement of the measures that the policy of 5 
percent annual reduction of government investment, which had been 
adopted for 1983-1987, would be reviewed for 1988. 


In order to address the issues of market opening and economic 
restructuring, Japan has considered various measures, based on 
policy recommendations submitted by advisory councils, including 
the 1985 Action Program and the 1986 Maekawa Report. These 
recommendations included elimination and reductions in import 
tariffs, liberalization and simplification of import standards 
and certification systems, a sweeping review of taxation to 
include income and corporate tax cuts and abolition of the 
tax-free savings systems, promotion of housing investment, 
expansion in manufactured and agricultural imports, and promotion 
of Japanese investment abroad. Actual progress in these areas 
has been slow. 


Government Finance 


Since the beginning of the 1980s the Japanese Government has 
pursued a policy of fiscal reconstruction designed to steadily 
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reduce the size of budgetary deficits. Impressive results have 
been achieved. The deficit in the general account of the central 
government declined from 6 percent of GNP in Japanese fiscal year 
(JFY) 1980 to 4 percent in JFY 1985, and preliminary figures 
indicate this deficit narrowed further to around 3 percent of GNP 
in JFY 1987. 


4&4 broader measure of deficit -- the general government deficit or 
a national accounts basis -- shows an even stronger improvement 
over the same period. The general government definition includes 
the social security funds and the net position of local 
governments in addition to the central government general 
account. The deficit on a general government basis declined from 
4.0 percent of GNP in JFY 1980 to 0.8 percent of GNP in JFY 

1985. It appears that in JFY 1986 the budgetary position of 
general government was in approximate balance. In Japan the 
social security funds run a substantial surplus, on the order of 
3.0 percent of GNP, which is now of approximately equal size to 
the combined deficits of the central government and local 
governments. 


The improvement that has been registered in the government 
accounts mainly reflects (a) a clampdown on public investment, 
(5) an increase in social security contributions, and (c) a 
gradual bracket creep under the steeply progressive tax 
structure. Policies pursued have been successful in reducing the 
budgetary deficits, but they have also imposed steady fiscal drag 
On economic activity. Policy changes now being considered may 
shift fiscal policy to a more neutral stance. 


Tax reform remains under intensive discussion in Japan although a 
comprehensive proposal introduced by the government in the last 
regular session of the Diet failed to be acted on because of 
strong opposition to a proposed tax similar to the value added 
tax (VAT). In Japan the generally agreed objective of tax reform 
is to reduce the scale of direct taxation and rely more on 
indirect taxes while at the same time reducing tax preferences 
now granted for specific activities, particularly savings. The 
government proposal would have reduced and compressed marginal 
tax rates for individuals, realigned and lowered slightly 
corporate profit taxes, introduced a VAT-type tax and eliminated 
special tax exempt savings accounts. The government proposal was 
designed to be revenue neutral. An abbreviated tax reform 
package, which would scale back personal income taxes while 
simultaneously withdrawing some preferential tax treatment for 
savings, will be considered by the Diet later this year. More 
comprehensive tax reform may be reintroduced in the Diet next 
year. 





Economic Outlook 


For JFY 1987 (beginning April 1, 1987), the Japanese Government 
officially projects 3.5 percent real GNP growth and a $77 billion 
current account surplus. Late 1986 forecasts by major private 
economic research institutes, commercial banks, and securities 
companies predicted, on the average, a 2.5 percent real GNP 
growth (with a high of 3.5 percent and a low of 1.6 percent) and 
a $79 billion current account surplus (with a high of $89 billion 
and a low of $70 billion). The OECD recently revised its 
estimate of Japan's GNP growth for calender 1987 downward to 2.0 
percent from 2.25 percent. 


The Government of Japan forecast is not so much a forecast as an 
economic policy goal. The Japanese Government projects that the 
Japanese economy will achieve 3.5 percent real GNP growth 
centered on domestic demand, thereby extricating itself from the 
Slump generated by the strong yen. Most private forecasters 
believe that the economy hit bottom in JFY 1986 and will head 
upward in JFY 1987, but they also agree that the pace of recovery 
Will be moderate. They are pessimistic about any significant 
expansion in private domestic demand. The majority view is that 
pace of increase both in personal consumption and plant and 
equipment investment will slow in JFY 1987. 


A key factor for Japan's economic condition in JFY 1987 is 
whether the Government of Japan's Emergency Economic Measures 
Will boost the economy. In 1985 and 1986 as well, the Japanese 
Government adopted similar packages of economic measures. Those 
packages primarily emphasized "maximum utilization of the private 
sector vitality," and included no major fiscal stimulus. The 
measures adopted this time are based upon government spending 
totaling yen 1.2 trillion. Private research institutes estimate 
that the measure will add 0.6 - 0.9 percentage points to real GNP 
in JFY 1987. Assuming that the yen/dollar exchange rate remains 
stable, Japan's worldwide current account surplus could decline 
$5 billion. 


Implications for the United States 


Two-way trade between the United States and Japan has been 
growing at a rapid pace, reaching $61 billion (Japanese customs 
clearance statistics) in 1982, 667 billion in 1983, 687 billion 
in 1984, $91 billion in 1985, and $110 billion in 1986. These 
figures compare to two-way trade between Japan and all EC 
countries, which stood at $25 billion in 1982, $27 billion in 
1983, 629 billion in 1984, $29 billion in 1985 and $45 billion in 
1986, and show the importance of the economic relationship 
between the United States and Japan. Japan is particularly 
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dependent on trade with the United States, given that Japan's 
exports to the United States accounted for 38.5 percent of 
Japan's total exports in 1986, up from 26.2 percent in 1932. 


The major issue between the United States and Japan is Japan's 
growing trade surplus; $33.0 billion in 1984, $39.5 billion in 
1985, and $651.4 billion in 1986. In 1986, Japan's imports from 
the United States increased 12.6 percent over 1985, but Japan's 
imports from the EC countries and Asian Newly Industrialized 
Countries (NICs) showed greater increases: imports from tne EC 
were up 57.3 percent, imports from South Korea up 29.3 percent, 
and imports from Taiwan up 38.5 percent. U.S. exports to Japan 
remained strong in aircraft, office equipment, and foodstuffs, 
including meat and grains, but U.S. exports faced increasingly 
stiff competition from other countries in many fields, including 
automobiles, precision machinery, medical and pharmaceutical 
products, iron and steel, ships, textiles, and fish and 
shellfish. 


Japanese direct investment in the United States in JFY 1986 
(April 1986 - March 1987) totaled $10.2 billion, for an 88.9 
percent increase over JFY 1985, according to the Japanese Finance 
Ministry's statistics. Of this investment, $7.9 billion were 
invested in U.S. nonmanufacturing industries, particularly real 
estate, banking, and insurance. In JFY 1986, Japanese investment 


in these businesses totaled 65.7 billion, far surpassing the 62.2 
billion worth of Japanese investment in U.S. manufacturing 
industries. 


Marketing Assistance 


For information on the Japanese market, contact the Office of 
Japan, Room H-2318, U.S. Department of Commerce, Washington, D.C. 
20230, Tel. (202) 377-2425. Companies not familiar with Japan 
may wish to take advantage of the various export business 
information and introduction services available from the U.S. 
Department of Commerce and the U.S. Embassy and Trade Center in 
Tokyo. The U.S. Trade Center (Export Development Office) in 
Tokyo arranges trade promotion events of various types in Japan. 
For updated information on these events, contact the Office of 
Japan, U.S. Department of Commerce, at the address given above, 
or the U.S. Trade Center, 7th Floor, World Import Mart, 1-3 
Higashi [kebukuro 3-Chome, Tokyo, Japan. 











